
SPONSORED SECTION

Institutional investors who want to unlock the opportunities 
in U.S. small-cap equities need to understand the complex 
economic and fundamental dynamics driving this subsector. 

It holds appeal now following the recent market pullback 
that is due, in large part, to the slowdown in the economic 
reopening tied to the Delta variant spread, said Ralph Bassett, 
CFA, head of U.S. equities for abrdn. 

“Until several months ago, small caps were tracking in-
line with our expectations. They were delivering very good 
stock-level performance driven by an improved corporate 
earnings outlook and supported by a broad reacceleration 
in the economy” as it opened up following the decline in the 
COVID-19 pandemic, Bassett said. But while the subsequent 
spread of the Delta variant has impacted some small-cap 
companies, specific sectors are thriving. “The more profitable 
companies with more stable growth are leading the way.”

Active stock selection is key to a nimble and informed 
approach on U.S. small caps, one that can respond to the 
complex dynamics within this asset class, Bassett said. “It’s 
a lot easier in small caps to beat the benchmark by being ac-
tive.” Abrdn also takes a long-term perspective on the sector: 
“We’re consistently looking out three-plus years at companies 
that can deliver growth, and growth that isn’t predicated on 
any one prevailing economic environment,” he said.

UNEARTH HIGH QUALITY 
U.S. small-cap companies continue to be a compelling 

story. They tend to be the companies driving innovation and 
growth from the ground up and that have historically outper-
formed large-cap companies over the long term, Bassett said. 
Since the turn of the century, U.S. small caps have generated 
a cumulative total return of 500%, materially higher than the 
367% return for large caps.1

Investors who have been wary of small caps have had 
cause for concern since the pandemic, given their high cor-
relation with U.S. economic growth, Bassett said. Even prior to 
the spread of the Delta variant, smaller companies have faced 
numerous headwinds, from ongoing supply-chain bottlenecks 
to labor market disruptions to continued uncertainty, he ex-
plained. These factors have led to subdued performance for 
many small caps, specifically those with a value tilt. 

Related to the most recent market selloff, Bassett said 
that he and his team believe expectations for cyclical compa-
nies got ahead of themselves. “As we’ve come through July 
and August, there’s been a reset in terms of people ques-
tioning not only the earnings expectations for many of these 
companies next year, but [also], importantly, the multiple that 
investors are willing to put on that.” 

Regardless of the broader market environment, an active, 
selective approach in small caps can uncover opportunities. 

“There’s been a huge migration in the last few months toward 
what we would call higher-quality companies, those with very 
sustainable growth and, importantly, those with strong profit-
ability,” Bassett said.

LOOK ACROSS ALL SECTORS
While Bassett sees opportunities across the small-cap 

universe, he looks for companies in sectors that aren’t closely 
tied to the macroeconomic cycle and are also distinguished 
by their corporate profitability. “Take software, for instance, 
and some areas in health-care technology. We have exposure 
to both those areas and believe that, longer term, they’re cre-
ating a lot of economic value alongside the innovation they’re 
delivering.”

But it’s not just the ‘new economy’ sectors, powered by 
technological advancements, that hold promise. “If you were 
to look at sub-sectors that we’re most focused on, in terms 
of incremental capital deployment, a lot of them are within 
the industrial complex,” Bassett said. Many of these legacy 
industrial companies are deploying advanced technology in 
the production process, so the distinction between ‘new’ and 
‘old’ economy is becoming artificial, he noted. 

“We think that the industrial complex has had quite a 
lot of opportunity and, importantly, is becoming more tech-
nologically savvy than in the past. So we’re invested in com-
panies that are partnering their legacy industrial businesses 
with technology.”

While some of these companies have depressed earnings 
and continue to face pandemic-related supply constraints, 
they also have healthy and likely improving demand for their 
products. Along with the hybrid business model, Bassett said 
he favors those companies which “are less cyclical. That’s 
been an enduring overweight for us.”

USE A SENSITIVE BAROMETER
When reviewing the small-cap universe, investors have 

been favoring growth stocks over value stocks, since the lat-
ter tend to skew more cyclical because they’re affected by 
the prevailing economic environment. But there are many vari-
ables driving the shift from value to growth, some unknown 
and others harder to decipher, Bassett said, adding that he 
prefers to use a different vantage point. 

“We compare economically sensitive companies [to] 
companies that are more detached from the [consumer] 
spending environment” and which offer more attractive, long-
term performance potential. With that perspective, both value 
stocks and growth stocks that are detached from the econom-
ic cycle can present opportunity. “You have to buy the right 
companies and pay the right price. From a value perspective, 
we don’t think the trade is over, but we are cautious.”  

Currently, valuations for small caps are discounted rela-
tive to large caps. “In the context of U.S. equities, we see valu-
ations of smaller companies as attractive both on an absolute 
basis and relative to [their] large-cap counterparts,” Bassett 
said, adding that there are trade-offs to consider. Small caps 
offer outsized return potential and greater portfolio diversifica-
tion compared with large-cap stocks. But the small-cap mar-
ket is less liquid and efficient, and it has lower concentration 
in the high-growth technology and communication services 
sectors. In addition, the nascent business models of small-
cap companies can make them highly sensitive to changing 
economic conditions. 

However, periods of heightened volatility in the small-cap 
market, versus large-cap stocks, can be an advantage for the 
small-cap investment manager, Bassett noted. “Volatility is 
something that we actually appreciate. It gives us an opportu-
nity to either build or enter positions.”

Bassett noted that he is often asked for his opinion on 
where the market is going. “I really don’t care. It matters over 
the long term, but day-to-day we’re looking across the 50 
stocks we invest in and thinking about the upside and the cal-
ibration [to] the universe that we operate in.” This focus is how 
abrdn has been able to deliver strong returns in its small-cap 
strategy for clients.

TAKE A LONG-TERM PERSPECTIVE
Looking ahead, one of Bassett’s central concerns is that 

the Federal Reserve will move to start raising interest rates at 
a point when the underlying economy is not yet on a strong 
footing – albeit, he noted, this risk is low. On the flip side, there 
could be a faster decline in the spread of infections from the 
Delta variant, which would help the economy improve earlier 
or faster than now currently anticipated. In addition, he said, 
if Congress were to pass the infrastructure bill, that would 
increase both demand and spending in a number of sectors 
where small-cap companies are represented, but he noted 
that concerns over the bill’s passage are now heightened. 

Nevertheless, for the long-term investor in the small-
cap universe, these ever-shifting tailwinds or headwinds are 
not the core considerations in stock selection. abrdn’s ap-
proach is not dictated by macroeconomic conditions but by 
company-specific fundamentals and growth: “What does this 
business do? How does it make money? Importantly, how is it 
going to earn money for us and our clients? That’s what we’re 
focused on.” 

Beyond a considered approach to stock selection, 
Bassett pointed to the true opportunity in small caps today. 
“There’s tons of innovation — whether it’s health care, technol-
ogy or even industrial companies — now being represented 
in small caps, and that’s really the long-term opportunity.” ■

This sponsored Investment Insights is published by the P&I Content Solutions Group, a division of Pensions & Investments. The content was not produced by the editors of Pensions & Investments 
and www.pionline.com and does not represent the views of the publication or its parent company, Crain Communications Inc.

www.pionline.com/abrdn_smallcaps

RALPH BASSETT, CFA
Head of U.S. Equities, abrdn

FOR PROFESSIONAL INVESTORS ONLY. NOT FOR USE BY RETAIL INVESTORS.
Issued by a member of abrdn group, which comprises abrdn plc and its subsidiaries.
Equity stocks of small and mid-cap companies carry greater risk, and more volatility than equity stocks of larger, more established companies.
The information contained herein is intended to be of general interest only and does not constitute legal or tax advice. ASI does not warrant the accuracy, adequacy or completeness of the information and materials contained in this 
document and expressly disclaims liability for errors or omissions in such information and materials. ASI reserves the right to make changes and corrections to its opinions expressed in this document at any time, without notice.
The above is for informational purposes only and should not be considered as an offer or solicitation to invest in any product.
Some of the information in this document may contain projections or other forward-looking statements regarding future events or future financial performance of countries, markets or companies. These statements are only predictions 
and actual events or results may differ materially. The reader must make his/her own assessment of the relevance, accuracy and adequacy of the information contained in this document, and make such independent investigations as he/
she may consider necessary or appropriate for the purpose of such assessment.
Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as advice. Neither ASI nor any of its agents have given any consideration to nor have they made any investigation of 
the investment objectives, financial situation or particular need of the reader, any specific person or group of persons. Accordingly, no warranty whatsoever is given and 
no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the reader, any person or group of persons acting on any information, 
opinion or estimate contained in this document.
abrdn is the marketing name for the following affiliated, registered investment advisers: Aberdeen Standard Investments Inc., Aberdeen Asset Managers Ltd., abrdn 
Australia Limited, Aberdeen Standard Investments (Asia) Ltd., Aberdeen Capital Management, LLC, Aberdeen Standard Investments ETFs Advisors LLC and Aberdeen 
Standard Alternative Funds Limited
US-210921-157371-1

FINDING SMALL-CAP OPPORTUNITIES 
BEYOND THE PANDEMIC’S IMPACT 

1 Period: January 1, 2000 – August 31, 2021.  Small cap return is represented by the Russell 2000 Index, the large cap return is represented by the S&P 500 Index.  


